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Monetary Policy, Bank Credit, and Money
DURING THE FIRST HALF of 1962 the
Federal Reserve continued to promote a fi-
nancial situation favorable to expansion in
domestic economic activity while taking
into account the international payments po-
sition of the United States. Bank reserves
were in ample supply. There was a surge
of funds into time and savings deposits of
commercial banks, and bank credit ex-
panded rapidly.
The comparative stability of short-term
interest rates at levels somewhat above
those prevailing in 1961 helped to hold
down incentives to foreign outflows of liq-
uid short-term funds. After having risen late
last year, market yields on 3-month Treasury
bills fluctuated within a range of 2.65 to
2.80 per cent. In late June and early July,
however, they moved somewhat higher.
The Treasury helped to offset downward
pressures on the Treasury bill rate from sea-
sonal and other demand forces by increas-
ing its offerings of short-term issues. Fed-
eral Reserve open market operations also
served at times to moderate downward pres-
sures on short-term rates.
While short-term rates were relatively
stable until midyear, rates on long-term
bonds generally declined and then rose
somewhat around midyear. The decline in
bond yields affected all types of issues—
Federal, State, and local government, and
corporate—and reflected mainly an expan-
sion in the supply of funds channeled to
long-term credit markets by commercial
banks and nonbank financial institutions.















NOTE.—Total reserves (seasonally adjusted) and nonbor-
rowed reserves, monthly averages of daily figures. Non-
borrowed reserves: total reserves less member bank borrowings
at F. R. Banks. Loans (interbank excluded) and investments,
seasonally adjusted last-Wednesday-of-month data (except for
June 30, Dec. 31 call dates) at all commercial banks. Latest
figures shown, June (last Wednesday).
In the spring, stock prices broke sharply,
accompanied by rising yields. The decline
in stock prices represented in part investor
reassessment of stock prices in relation to
earnings—in the light of less expectation of
inflation and of some slowdown in the rate
of economic expansion.
Net short-term and long-term funds raised
in credit markets by domestic borrowers in
the first half of the year remained at rela-
tively high levels. Net borrowing by for-
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eigners from banks during the first 5
months of 1962 was less than a year earlier,
but total outflows of long- and short-term
U. S. capital and credit from all sources re-
mained fairly large.
BANK RESERVE POSITIONS
The reserve position of member banks as
indicated by their free reserves—excess
reserves less borrowings from Federal Re-
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NOTE.—Excess reserves and borrowings of all member banks
at F. R. Banks. Treasury bills, 3-month issues. Monthly
averages of daily figures, except for discount rate. Latest
figures shown, June.
serve Banks—has continued to be compara-
tively easy since the recession trough of
February 1961. This is a much longer pe-
riod of relative ease than in the expansions
from the 1954 and 1958 recession lows.
During the current economic expansion
there have been no significant upward pres-
sures on commodity prices. The unemploy-
ment rate has remained relatively high. And
industrial capacity has been less fully util-
ized than in earlier cyclical upswings.
Under these circumstances the Federal
Reserve has supplied bank reserves to pro-
mote monetary and credit growth and to
assure that domestic needs for credit to
expand economic activity were satisfied. At
the same time, reserves were not supplied so
liberally as to encourage banks to seek for-
eign outlets for their funds more actively
and thereby add to balance of payments
difficulties.
In June 1962, 16 months after the
trough, banks still held a substantial volume
of free reserves—an average of $370 mil-
lion, compared with $517 million in Febru-
ary 1961. By contrast, from the recession
low in April 1958 to August 1959, banks
had increased their borrowings markedly,
and their reserve positions had shifted by
about $1 billion—from substantial net free
reserves to net borrowed reserves of $535
million. However, in using free reserves as a
basis for comparing the degree of ease or
restraint in monetary policy in different
periods, allowance must be made for
changed conditions. One important change
in the period referred to above was the
authorization for member banks to count
vault cash as reserves in late 1960.
The Federal Reserve discount rate has
remained at the 3 per cent to which it was
reduced in the summer of 1960. Moderate
demand for bank loans and continuing addi-
tions to bank reserves have kept reserve de-
ficiencies from becoming widespread or
cumulative. When banks have needed tem-
porary reserve funds, they have been able
to obtain them by borrowing excess bal-
ances of other banks in the Federal funds
market. But demand for Federal funds has
not generally been large enough to raise
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the Federal funds rate as high as the dis-
count rate.
With banks having little occasion to bor-
row from Federal Reserve Banks, nonbor-
rowed reserves have been the source of prac-
tically all of the expansion in the reserve
base. During the first half of the year, gold
outflows and a decline in Federal Reserve
float absorbed more reserves than were sup-
plied by the usual decline in currency in
circulation. With no net additions to re-
serves from other sources, the Federal Re-
serve supplied reserve funds by net pur-
chases of about $800 million of U. S.
Government securities. Holdings in the
l-to-5-year maturity range rose nearly $1.3
billion, while holdings of Treasury bills
and other issues maturing within 1 year
declined about $500 million.
EXPANSION IN DEPOSITS
Over the postwar period the public has in-
creased its holdings of time and savings de-
posits at commercial banks more rapidly
than its holdings of demand deposits. As a
result, time and savings deposits have be-
come an increasingly larger proportion of
total deposits, although demand deposits
still predominate.
Time and savings deposits. The net inflow
of funds into time and savings accounts
was large in 1961. But after the rise in in-
terest rates permitted by Federal Reserve
revision of Regulation Q effective at the be-
ginning of 1962, the inflow became much
larger. During the first 3 months of the
year these deposits grew at an annual rate
of 25 per cent, faster than in any other post-
war period.
In the second quarter expansion slowed
somewhat to about the 13 per cent rate that
had prevailed throughout 1961. This was
still much faster than the postwar average.
Part of the increase this year may have
come directly from demand deposits, par-
ticularly in the first quarter when these de-
posits declined more than usual. Transfers
of funds to time and savings deposits from
market instruments or other savings outlets
may also have tended indirectly to reduce
demand deposits relative to total bank de-
posits—for example, when a security is sold
and the demand deposit received in pay-
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NOTE.—Money supply, seasonally adjusted semimonthly aver-
ages of daily figures. Money supply is currency and demand
deposits—deposits other than domestic commercial interbank
and U. S. Govt., less cash items in the process of collection
and F. R. float. Time and savings deposits, seasonally adjusted
monthly averages of daily figures. Latest figures shown, June.
ment is transferred to a time or savings
account.
Emphasis on time deposits. An unusually
large proportion of this year's increase in
time and savings deposits has been in time
deposits rather than in passbook savings of
individuals, which usually account for the
bulk of the increase. Almost 60 per cent of
the increase at leading city banks has repre-
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sented time deposits held mainly by cor-
porations, State and local governments, and
large individual investors. From April 1961
—when data for time deposits of individ-
uals, partnerships, and corporations sepa-
rate from savings deposits first became
available—to the end of 1961, the increase
in time deposits was less than a third of the
total rise in time and savings deposits.
Two factors may help to explain this
change in deposit structure. First, accord-
ing to data collected in mid-January 1962,
rate increases for time deposits were more
widespread than for savings deposits, and
at some banks which offered the new 4 per
cent ceiling rate for funds left on deposit
a year or more, only holders of time de-
posits were made eligible to receive it. Thus,
some individuals' funds that might otherwise
have been in savings accounts may have ap-
peared in time deposits.
Secondly, investors in time deposits are
particularly sensitive to differences in yield
between time and savings deposits and mar-
ket instruments of comparable maturities.
And since time deposit rates were raised at
the beginning of the year, yields at most
banks on deposits maturing in 6 months to
a year have been above yields on U. S. Gov-
ernment issues of the same maturity.
The effect of these rate increases can be
seen in behavior of negotiable time certifi-
cates of deposit. Amounts of such certificates
outstanding as reported by large banks in
New York City and Chicago had risen
sharply from February through the sum-
mer of 1961 but had changed little during
the remainder of the year. In the first half
of 1962, however, they increased substan-
tially further.
Savings accounts. Savings deposits rose at
a more moderate rate than other time de-
posits in early 1962. Nevertheless, they did
increase much more rapidly than they had
in 1961.
Small savers, as a group, are much less
sensitive than holders of time deposits to
differentials in interest rates. Moreover,
banks had raised the rates for savings de-
posits less than for time deposits. Where
rates on savings deposits were raised, they
still remained generally below rates paid by
mutual savings banks and savings and loan
associations. These two kinds of institutions
are the chief competitors of commercial
banks for the fixed-value savings of the
many comparatively small savers.
Net inflows of funds to mutual savings
banks rose in the first quarter of 1962, sea-
sonally adjusted, while inflows to savings
and loan associations were maintained at
their high fourth-quarter rate. Net inflows
tapered off some in April and May, how-
ever.
Money supply and turnover. During the
first half of 1962 the money supply—de-
fined as currency and demand deposits held
by the public—showed little net change,
after allowance for usual seasonal varia-
tions. The rapid rise in time and savings
deposits contributed to this development,
as did the drain on privately held deposits
involved in the large build-up of U. S. Gov-
ernment deposits in the second quarter.
The money supply had risen moderately
in 1961, so that the annual rate of increase
from February 1961 to June 1962 was 2.2
per cent. This compares with 3.4 per cent
over the comparable period of the 1958-59
upswing. Growth in the money supply and
in time and savings deposits combined has
been more rapid in the current period, how-
ever—6.7 per cent, compared with about
4.3 per cent earlier.
Turnover of demand deposits rose in the
first half of 1962. With some idle demand
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deposit balances apparently transferred to
time and savings deposits, and with the
volume of transactions increasing, the exist-
ing supply of demand deposits was more
intensively utilized. At 343 centers outside
New York, the turnover rate increased 5
per cent in January from its December 1961
level. After declining in February, it has
since been at or above January levels.
BANK CREDIT GROWTH
Total bank credit outstanding continued to
expand rapidly during the first half of 1962,
although the pace slowed somewhat in the
spring. From the February 1961 recession
low through June of this year, the annual
rate of increase was 7.7 per cent, about 2
percentage points more than in comparable
months of the two previous recoveries.
In managing their loan and investment
portfolios, banks have taken account of the
changing character of their deposit liabili-
ties. They invested heavily in tax-exempt
State and local government issues and also
became more interested in longer-term
loans, such as real estate mortgages. Bank
lending to foreigners, meanwhile, was less
active than in 1960 and 1961, when such
loans had increased sharply on balance.
Loans. Demand for bank loans has re-
mained comparatively moderate. Outstand-
ing loans increased somewhat more rapidly
during the first half of 1962, on a seasonally
adjusted basis, than they did in 1961, but
the rate of expansion over the entire cyclical
upswing has been slower than in previous
upswings. These trends are brought out by
new statistics on seasonally adjusted bank
credit described in the article on pages 797-
802 of this BULLETIN.
Growth in business loans slackened in
the first half of 1962 after a relatively rapid
rise in the last half of 1961. Last year the
rate of increase was about in line with ear-
lier cyclical experience, but this year it has
been much slower: in both the 1954-55 and
1958-59 upswings, there was a marked
pick-up in business loan demand about 10
months after the trough.
The slower growth in business loans may
reflect in part the less rapid rise in inventory
investment in the current upswing than in
earlier ones. Plant and equipment outlays
also have increased more slowly. And with
BANK LOANS risa uw slowly
than In earlier expansions
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NOTE.—Indexes, based on seasonally adjusted data for last
Wednesday of month (except for June 30, Dec. 31 call dates),
of loans, excluding interbank, at all commercial banks. Cycli-
cal lows—May 1954, Apr. 1958, Feb. 1961.
the expansion in retained earnings and the
continued growth in depreciation allow-
ances, substantial amounts of internal funds
have been available to cover financing re-
quirements. Furthermore, with rates on fi-
nancing in capital markets more favorable
than on bank loans, corporations have relied
to a considerable extent on long-term financ-
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ing, and some firms—particularly public
utilities—have funded bank debt.
After growing quite slowly from the end
of 1959 through mid-1961, outstanding real
estate loans have been expanding at a fairly
rapid pace. The rate of increase has not
been so large as it was from the summer of
1958 to mid-1959, however, when the de-
mand for mortgage financing was increas-
ing faster.
Until recently, consumer loans of banks
had shown little strength in the current up-
swing, but beginning in March, they rose
appreciably on a seasonally adjusted basis,
reflecting the general expansion in consumer
demands for credit. Finance companies,
however, have not increased their borrow-
ing from banks. Instead, they have relied
heavily on open market financing, as short-
term market rates have remained at com-
paratively low levels.
Bank loans for purchasing or carrying
securities rose during the winter months,
after allowance for the usual sharp January
decline. During the spring, however, these
loans declined, reflecting in part liquidation
of loans for purchasing or carrying non-
U. S. Government securities, to brokers and
dealers as well as to others. Stock market
credit from all sources declined substantially
in late May and June; outstanding credit had
been at a high level since rising to a post-
war peak in late 1961, when stock prices
were advancing.
Investments. Moderate demand for bank
loans in conjunction with continued avail-
ability of bank reserves has enabled banks to
add to their total security portfolios over a
longer period in the current upswing than
in previous ones. In earlier recovery periods,
with loan demand rising more rapidly and
reserve positions becoming less easy, they
began to reduce their holdings of U. S. Gov-
ernment securities about 5 months after
the trough. In the current upswing banks
have not had to reduce such holdings, and
they have continued to make large additions
to their holdings of other securities.
IANKS •<qiirt large voliat of other issios
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Months altar cyclical low
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NOTE.—Indexes, based on seasonally adjusted data for last
Wednesday of month (except for June 30, Dec. 31 call dates)
for all commercial banks. Cyclical lows—May 1954, Apr. 1958,
Feb. 1961.
During the recession and early in the re-
covery, banks invested heavily in short-term
U. S. Government securities. Since mid-
1961, holdings of such securities have
changed little, notwithstanding the shift of
some issues in existing portfolios into the
short maturity range owing to the passage of
time.
In market transactions during the first
half of this year, banks in leading cities re-
duced their holdings of Treasury bills. They
added to their holdings of longer-term
Treasury issues, in part by participating in
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new financings, which contributed to down-
ward pressures on the yields on longer-term
Government securities.
Bank emphasis on longer-term invest-
ments—associated with the large increase
in time and savings deposits—was reflected
mainly in unusually large purchases of State
and local government securities during the
first half of this year. In past cyclical up-
swings, holdings of these securities increased
in the early stages, then showed little change.
This time they increased in the early stages
of the upswing about as they had in the
past, but the rate of increase subsequently
accelerated. As bank demand for these se-
curities expanded in early 1962, their yields
declined sharply, falling about 35 basis
points in 4 months to a low of 2.92 per cent
on Aaa-rated issues in early May. Since then
yields have moved up somewhat.
BANK LIQUIDITY
The moderateness of the demand for bank
loans has helped keep bank liquidity high
for this stage of the cycle. The relation of
bank holdings of liquid assets—U. S. Gov-
ernment securities maturing within a year
and net free reserves—to demand deposit
liabilities is one indication of bank capacity
to expand loans, even without additional
deposit growth. This ratio reached a peak
in the summer of 1961, after a 1-year build-
up in liquid assets, and has since fallen
somewhat. It is above the peak reached in
the spring of 1958, when banks had invested
less heavily in short-term securities, but is
lower than the level of early 1954.
Another gauge of bank liquidity is the
ratio of loans to deposits. This ratio has
shown a rising trend during the postwar pe-
riod. It reached a peak of 57.1 per cent in
mid-1960, at about the onset of the 1960-
61 recession. The ratio declined during the
recession, as it generally does, and then fluc-
tuated within a narrow range. It has risen
somewhat this year, but is still below its
postwar peak.
Appraisal of bank liquidity must take into
account not only aggregate measures but
also shifts in the composition of bank lia-
BANK LIQUIDITY remains high
Ratio in per cent
LOAN/DEPOSIT
NOTE.—Loans exclude interbank loans. Liquid assets: U. S.
Govt. securities maturing within 1 year and free reserves (excess
reserves less borrowings from F. R. Banks). Deposits, net of
cash items in process of collection. Latest figures shown,
loan/deposit ratio, June; liquid asset/demand deposit, May.
bilities and assets. Even though short-term
assets remain high relative to demand de-
posit liabilities, the recent lengthening in
maturities of other earning assets has tended
to reduce the liquidity of banks' total port-
folios. Moreover, the importance of time
deposits of businesses and large individual
investors in the growth of total time and
savings deposits increases the potential vola-
tility of such deposits. If market rates of
interest rise or business needs for working
capital increase, or if banks find they can-
not continue to pay the higher interest rates,
inflows of time deposits may slow down
and withdrawals may rise.
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LIQUID ASSETS HELD BY THE PUBLIC
With the large increase in savings accounts
of various types and with the continued in-
crease in U. S. Government short-term debt,
FIRST-HALF '62 INCREASE ii liquid assets
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NOTE.—GNP, quarterly data at seasonally adjusted annual
rates. Liquid assets, seasonally adjusted monthly data for
holdings by nonbank public on an end-of-period basis, are
currency; demand deposits; time and savings deposits in com-
mercial banks, mutual savings banks, and the Postal Savings
System; shares in savings and loan associations; savings bonds;
and U. S. Govt. securities maturing within 1 year. Ratios,
quarterly averages, with liquid asset component an average of
each month of current quarter and last month of preceding
quarter. Latest figures shown (estimates): GNP, second quar-
ter; liquid assets, June.
liquid assets in the hands of the nonbank
public rose somewhat more rapidly in the
first half of 1962 than they had in late
1961. At the same time the rate of increase
in the gross national product declined, so
that the public's liquidity, as measured by
the ratio of liquid assets to GNP, rose
somewhat. Over most of 1961 this liquidity
ratio had declined, as it usually does in pe-
riods of expanding economic activity.
From February 1961 through June 1962
total liquid assets increased more than in
the 16-month period after the 1958 trough,
and the percentage increase also was some-
what larger. Reflecting the longer period of
monetary ease in the current compared with
the earlier recovery and the higher rates
offered by banks on time and savings
deposits, the combined growth of the money
supply and of time and savings deposits
represents a much larger share of the in-
crease of total liquid assets. Holdings of
short-term U. S. Government securities by
the nonbank public have increased much
less in both absolute and percentage terms
this time, as banks increased their purchases
sharply in the course of investing available
reserves. Thus, the increase in liquid assets
has been accompanied by substantial shifts
in the distribution of such holdings between
banks and the nonbank public.
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